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NOMINATION OF CHARLES NOAH SHEPARDSON 


FRIDAY, FEBRUARY 25, 1955 


Unrrep States SENATE. 
ComMITTEE On BANKING AND CURRENCY, 
SUBCOMMITTEE ON FreperAL Reserve, 
Washington, D. C. 
The subcommittee met, pursuant to call, in room 301, Senate Office 


Building, at 10:40 a. m., Senator Paul H. Douglas (chairman of the 
subcommittee) presiding. 


Present: Senators Douglas, Frear, and Bennett. 
Also present: William McChesney Martin, Jr., Chairman, Board 
of Governors, Federal Reserve System. 


Senator Dovuanas. Gentlemen, although we do not have a quorum 
present perhaps we could proceed with the examination of Mr. Shep- 
ardson but, of course, action for the nomination cannot be taken until 
we have a quorum of the subcommittee. 

Mr. Shepardson, we are very glad to have you here. Do you want 
to make a statement about yourself ! We will have this biographical 
statement concerning you printed in the record of the hearings at this 


point, and I wonder if you have any statement you want to ymake to 
supplement it. 


(The biographical statement referred to follows:) 


CHARLES NOAH SHEPARDSON 


Mr. Shepardson, presently dean of agriculture at Texas A. and M. College, has 
been a member of the board of directors of the Houston branch of the Federal 
Reserve Bank of Dallas since January 1950 and is now chairman of that board. 

Born at Littleton, Colo., January 7, 1896, Mr. Shepardson is the son of Noah 
and Mary Margaret (Chatfield) Shepardson. He was married to Florence 
Redifer in 1924, his first wife having died shortly after their marriage in 1917. 
He has no children. 

Dean Shepardson has spent his entire career in the field of agriculture. A 
graduate of Colorado A. and M. College in 1917, he also received an M. S. degree 
from Iowa State College in 1924. He served as a captain in the infantry, United 
States Army, from 1917 to 1819. Returning to civilian life, he served as exten- 
sion animal husbandman at the University of Wyoming for a year and then be- 
came an associate professor at Colorado State College, where he stayed until 
1928. Moving to Texas A. and M. that same year, he became head of the dairy 
husbandry department and in 1944 he was appointed dean of agriculture, which 
position he still holds. 

He has been active in a number of agricultural organizations, including serv- 
ing as United States delegate to the World’s Dairy Congress (Berlin) in 
19387; American Jersey Cattle Club (director, 1940-48) ; Texas Dairy Products 
Association (president, 1942-44) ; as a member of the Inter-American Committee 
for the Dairy Industry, and as chairman of the Resident Instruction Section, 
Association of Land Grant Colleges and Universities, in 1947. He is also a mem- 
ber of the American Dairy Science Association, the National Education Associa- 
tion, the American Association for the Advancement of Science, the Texas State 
Board of Examiners for Teacher Education, and is a past president of the Asso- 
ciation of Southern Agricultural Workers. 
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Mr. Shepardson is a member of the Disciples of Christ Church. He is also a 
Mason and a member of Rotary International. He is affiliated with Alpha Zeta, 
Gamma Sigma Delta, Phi Kappa Phi, Sigma Phi Epsilon, and Scabbard and Blade 
fraternities. He is a Republican. 

His home is in College Station, Tex. 

(Source: Who’s Who in 1954-55.) 


STATEMENT OF CHARLES NOAH SHEPARDSON 


Mr. Sueparpson. Mr. Chairman, I believe I have nothing to say in 
addition to what is in the record. 

Senator Doveias. Have you had any experience in banking, Mr. 
Shepardson ? 

Mr. Sueparpson. Only as a member of the board of the Houston 
branch of the Dallas Federal Reserve Bank. Asa professional banker, 
none. 

Senator Dovetas. That is since 1950? 

Mr. Sueprarpson. That is right. Since 1950. 

Senator Doucias. You have had no experience in any local banks? 

Mr. Sueparpson. No, sir. 

Senator Doueias. Do you own stock in banks? 

Mr. Suerarpson, I do. 

Senator Doveias. In what banks do you own stock ? 

Mr. Sueprarpson. The College Station State Bank in my home town. 

Senator Doveias. How much stock do you own ? 

Mr. Sueparpson. One hundred shares. 

Senator Doucias. What would be the value of each share? 

Mr. Sueparpson. About $35. 

Senator Doveras. I would not say that is a tremendous investment. 

Mr. Suerarpson. I would amplify that. I also own 50 shares in the 
First National Bank of Houston. 

Senator Doveias. How many shares do you own there ? 

Mr. Sueparpson. Fifty shares. 

Senator Doveias. What is the value of those shares ? 

Mr. Sueparpson. About $50. I have been informed that it would 
be necessary for me to divest myself of that, and I have made arrange- 
ments to do that. 

Senator Doueias. Do you believe that the Federal Reserve Board 
should be independent of the Treasury ¢ 

Mr. Sueparpson. Mr. Chairman, frankly I have not had a lot of 
opportunity to study the functions of the Board and the System. From 
what I have read and heard of it, I have understood that it was to a 
large degree independent. I do not think I have had enough back- 
ground 

Senator Dovetas. Do you regard the Board as the agent of Con- 
gress, or the agent of the Executive? 

Mr. Sueparpson. I am not sure that I can answer that. 

Senator Dovexas. I think you had better read the statute. 

Mr. Sueparpson. My impression is it would be an agent of Congress. 

Senator Dovetas. The statute makes it perfectly clear that the 
Federal Reserve Board is an agent of Congress and not the agent of 
the Executive. 

Mr. Sueparpson. That is my impression. 

Senator Dove.as. There is a tendency to take over these independent 
boards and commissions and to have them represented as agents of the 
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Executive. I urge you to read the statute very carefully and to place 
on your mirror before which you shave in the morning the statement, 
“The Federal Reserve Board is the agent of Congress and not the 
Executive.” If you read that every morning as you shave, either 
before or after you say your prayers, you will be in a much better 
position to help administer the affairs of the Board. 

Mr. Surrarpson. Thank you, sir. 

Senator Doueias. What do you regard as the functions of the 
Federal Reserve Board ¢ 

Mr. Sueprarpson. It is my understanding that it is the function of 
the Board to keep in contact with the financial and credit conditions 
of the country; to act as a balance wheel, if you please, in the credit 
and monetary conditions of the country. 

Senator Doveias. Do you regard stability of prices as one of the 
purposes that the Board should carry out ? 

Mr. Sueparpson. I would think indirectly. 

Senator Doucias. How can the Board do that? 

Mr. Sueparpson. It is my understanding that the function of the 
Board and the System is to provide some fluidity of credit—a balance 
of credit to meet conditions, and indirectly, thereby, I would anticipate 
it would have some bearing on prices. 

Senator Doveias. When prices are falling what do you think the 
Board should do? 

Mr. SuHeparpson. Falling prices would indicate possibly a need for 
relaxing of credit. 

Senator Doucias. How would the Board do that ? 

Mr. Suerarpson. I am not familiar with the mechanics. 

Senator Doveias. Have you ever heard of a mysterious body known 
as the Open Market Committee ? 

Mr. Sueparpson. Yes, sir. 

Senator Doucias. What does the Open Market Committee consist 
of, and what does it do? 

Mr. Sueparpson. The Open Market Committee consists of the Board 
and representatives of the presidents of the Federal Reserve banks— 
five of them, I believe—who constitute the Open Market Committee. 

Senator Dovetas. Who manages the Federal Open Market Com- 
mittee ? 

Mr. Suerarpson. The Chairman of the Board, I believe. 

Senator Dove as. Oh, no. The President of the Federal Reserve 
Board of New York. 

Mr. Sueparpson. The operations—you mean in the market ? 

Senator Doveras. Yes. What do you think about that? Have you 
read the report of the Open Market Committee ? 

Mr. Sueprarpson. No, I have not. 

Senator Dovenas. That is another piece of recommended reading 
which I suggest. You cannot place that on your mirror, but I suggest 
that you read it each morning carefully for at least a week. 

Mr. Sueparpson. Very good, sir. 

Senator Dove.as. Because it makes some very interesting recom- 
mendations which I believe have not yet been carried out, have they, 
Mr. Martin? 

Mr. Martin. It is under study. 

Senator Doveras. Under study, but not carried out ? 

Mr. Martin. Not carried out. 
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Senator Doveras. Is the term *under study” a convenient Govern- 
ment colloquialism for “indefinitely postponed” ? 

Mr. Marrin. No, sir. In this case it is not. 

Senator Dovucias. Well, we shall await with interest what you have 
to say. 

How would the Federal Reserve Board be able to make credit easier ; 
or how would the Open Market Committee—if I may drop that hint— 
make it easier 4 

Mr. Surrarpson. It is my understanding that it is effected through 
the purchase or sale of Government securities which, in turn, affects 
the amount of reserves of the commercial banks. 

Senator Doueias. If you wanted to make credit easier what would 
the Open Market Committee do—buy or sell 

Mr. Sueprarpson. I am not sure that I am enough of a banker to 
answer that. 

Senator Dove.as. It is terrible for a college professor to be asked 
questions, Dean. 

Senator Bennerr. Will the Senator yield ? 

Senator Doveras. Certainly. 

Senator Bennerr. To be asked questions by another college pro- 
fessor. 

Senator Doveias. This is simple ABC of the open-market opera- 
tions. 

Senator Bennerr. That is right. 

Mr. Sueprarpson. I am not sure I have this right, Senator. It is 
my impression that to relax credit the Open Market Committee would 
sell. 

Senator Doveias. What effect would that have? Would that not 
reduce member bank balances without reserves and hence shrink their 
capacity to expand credit? No. They would buy. 

Mr. Suerarpson. I have to admit I am not adequate to answer that. 

Senator Dovueias. This indicates a field of study that you have. 

Mr. Sueparpson. Yes. 

Senator Dovucias. Do you think, supposing that we had a severe 
recession—and I do not say that we have a severe recession, but suppose 
we had a severe recession—do you think that making more credit 
available to the banks would necessarily léad to more loans being made 
by the banks? 

Mr. Surparpson. Not automatically, nor necessarily, I think. 

Senator Doveras. Is it not true that at such times banks have idle 
reserves generally ¢ 

Mr. Sueparpson. Yes. 

Senator Dovetas. And loan capacity which is not taken ? 

Mr. Sueparpson. That is right. 

Senator Doverias. And therefore merely providing more does 
not—— 

Mr. Sueparpson. It does not automatically produce it. 

Senator Doveras. So that your conclusion is that the Board and 
the Open Market Committee cannot do a great deal to lessen the 
severity of arecession. Is that your conclusion ? 

Mr. Sueparpson. I would think they cannot control the thing. They 
might exercise some corrective influence. 

Senator Dovetas. But not a great deal of it? 

Mr. Sueparpson. Not a great deal. 
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Senator Doveias. What would you think about the powers of the 
Board in periods of price increase—rapid price increase ? 

Mr. Sueparpson. I think the thing works essentially the same, in 
reverse there. 

Senator Doveias. What should the Board, or the Open Market 
Committee do? 

Mr. Sueparpson. In the case of a rapid price increase I think there 
are two things that affect that. One is the availability of goods to 
supply the demand and the other is the money situation. So far as 
money is concerned a tightening of credit. 

Senator Doveias. How would the Open Market Committee do that ? 

Mr. Sueparpson. Well, it would be the reverse operation. 

Senator Dova.as. To be precise, what would it do? 

Mr. Sueprarpson. Frankly, I am not too sure of the effect of the 
purchase and sale of securities on the reserves. It was my impression 
if the Open Market Committee sold securities and that is taken up 
pretty largely by the commercial banks, that that would reduce their 
reserves. 

Senator Doveras. That is right. 

Mr. Sueprarpson. And then as far as it reduces their reserves, it 
reduces their lending capacity. 

Senator Doveras. That is right. Or in other words restricts credit ? 
In other words, you would say they should sell at such a period ? 

Mr. SHeparpson. That is correct. 

Senator Dovenas. Well, you are able to learn quickly. Suppose I 
stop. 

Senator Bennett ? 

Senator Bennett. I have no questions. 

Senator Doue.as. re Frear ? 

Senator Frear. Yes, I do have some questions. If I am permitted, 
I might preface my questions to the dean by asking the Chairman of 
the Board a question or two, only for background. M ay I be permitted 
to doso? 

The membership of the Board of Governors of the Federal Reserve 
System consists of how many people? 

Mr. Marttn. Seven. 

Senator Frear. Out of the seven people, the background of those 
people consists of, or they come from different lines ‘of business. Is 
that right? Ordoyoutry to get them all from the banking profession, 
or all from big industry, or is ‘the background different, so to speak, of 
the individuals, or is there a difference among them ¢ 

Mr. Martin. The background is different. Only one man can come 
from each Federal Reserve district. 

Senator Frear. Yes, sir, but you could take a banker from the first 
district and a banker from the third district and a banker from the 
twelfth district and a banker from pore other district. Is that the 
background of your present membership 

Mr. Marrix: No. The present mem wD ershi has only one avowed 
banker whose entire experience has been in banking. That is Governor 
Mills. We have also generally provided since 1933 for a representative 
of agriculture. 

Senator Frear. That is what I am leading up to. 

Mr. Martin. And Dean Shepardson is qualifying as such, 
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Senator Frear. You have always had, or usually always had, as a 
member of the Board someone familiar with agriculture, have you not? 

Mr. Martin. That is correct. 

Senator Frear. It was Mr. Evans, was it not? 

Mr. Martin. Governor Evans. That’s right. 

Senator Frear. He was the man who supposedly had the interests 
of agriculture at heart and could advise as a Governor on the Federal 
Reserve Board regarding agricultural problems, and so forth? 

Senator Frear. As I understand it, that policy is to be continued, 
and the selection of Dean Shepardson, or one of the reasons why Dean 
Shepardson was selected, was because of his knowledge of and back- 
ground in agriculture ? 

Mr. Martin. That is correct. 

Senator Frear. Of course, I can see the line of questioning of my 
colleague here regarding the information that an agricultural man 
should be ac quainted with to be a successful member of the Board of 
Governors. But I do want to point out that the Board of Governors 
does not consist of people who are thoroughly familiar with all of the 
problems of the Board. That comes as a matter of knowledge which 
you May acquire when you get on the Board. It is also necessary to 
have their background imbedded in something which is going to be of 
advantage to the Board. 

I take it the primary reason perhaps for the selection of Dean 
Shepardson is because of his knowledge and background in agriculture, 
rather than in banking. Would you say so? 

Mr. Martin. That is definitely correct. 

Senator Frear. Now that that is established, may I just ask Mr. 
Shepardson 1 or 2 questions? Do you hold any mental reservation 
whatsoever that you could not form an unbiased opinion if you were 
selected to go on this fine Board, regardless of what the problem may 
be? In other words, you feel you are perfectly well qualified on the 
basis of your background that in the examination of the material that 
may be presented to you, by virtue of your background in agriculture, 
you can render an unbiased decision on that Board ? 

Mr. Suerarpson. | think I could, sir. 

Senator Frear. Has your background given you the opportunity 
of only being on the academic side of agriculture? Have you had any 
practical experience in agriculture ? 

Mr. Suerarpson. In connection with the college in which I am em- 
ployed; yes, sir. I have been active director of our college farms, which 
include some rather sizable commercial operations, for a period of 
about 25 years. My boyhood experience was pretty limited. I was 
born ona farm, but I left when I was very young. It wasa background 
relationship without much experience. But during my time at the 
college I have been directly in charge of our college farms. 

Senator Frear. I see you are also a director of the American Jersey 
Cattle Club. 

Mr. Suerarpson. Yes, sir. 

Senator Frear. And no doubt you have been interested in cattle 
judging in the past? 

Mr. Sueparpson. That is right. 

Senator Frear. It would probably 1 raise my estimation of you had 


it been the American Guernsey Cattle Club, but I will not hold it 
against you. 
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Mr. Sueparpson. Let me say in Texas until recent years when you 
said dairy cattle you meant Jerseys, or if you said Jerseys it meant 
dairy cattle. 

, Frear. I can understand that. Is it not true that the Texas 

and M., has not only interested itself in domestic agricultural prob- 
sick but they have also sent people to South America, I believe, in 
the field of agriculture? 

Mr. Suerarpson. We have had a number of our staff on assignments 
in South America. We have a contract pending under FOA for a 
relationship with a school in Mexico at the present time, and we have 
a delegation in Pakistan at the present time. 

Senator Frear. As dean you have no doubt been familiar with the 
operation of the college’s work in foreign fields? 

Mr. Sueparpson. Yes, sir. 

Senator Frear. Your undergraduate work was at Fort Collins? 

Mr. Suerarpson. At Colorado A. and M. 

Senator Frear. Which I am sure you would feel is one of the out- 
standing agricultural schools in the country. 

Mr. Sueprarpson. I graduated there and I thought it was. I will 
say I think it is. 

Senator Frear. It is still good, is it? 

Mr. SuHeparpson. Yes, sir. 

Senator Frear. What types you as a member, or why are you a 
member, or why do you belong to the National Education Association ? 

Mr. Suerarpson. The National Education Association is made up 
largely of public school and college teachers teaching in education, 
and I belong to it in a nominal membership. I have never attended 
a meeting, but primarily for the subscription to their journal. I have 
never been an active member. 

Senator Frear. I have just one more question, Senator. I see you 
have been past president of the Association of Southern Agricultural 
Workers. I confess my ignorance. I am not well acquainted with 
what the Southern Agricultural Workers organization is. Could you 
briefly state it ? 

Mr. Sreparpson. It is an organization of professional members 
both in the colleges and in industry across the Southern States. It 
started originally about 50 years ago by the commissioners of agri- 
culture of the Southern States. 

Senator Frear. Is it purely technical or are there some practical 
aspects to it also? 

Mr. Sueparpson. It is a technical organization—a professional 
scientific organization. As it operates at the present time, and as it 
did at the time I was president, it was made up of regional sections of 
the national professional societies, that is, the American Soc iety of 
Agronomy and the American Society of Animal Production, etc. The 
association is a loose federation of the regional sections of those na- 
tional professional societies. 

Senator Frear. Being southern, does that have any implications, or 
is it just a regional organization ? 2 

Mr. Sueparpson. Practically all of the national professional so- 
cieties have geographical regional groups, because of the community 
of interest and type of agricultural problems, and so on, in those aréas. 
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Senator Frear. That is quite understandable. I assume the same 

would be true if you were in your home State of Colorado. 

Mr. Suerarpson. That is correct. They have a similar organiza- 
tion in other regions of the country. 

Senator Frear. Thank you very much. Thank you, Senator. 

Senator Doveras. Dean Shepherdson, are you aware of the fact that 
one of the associations to which you belong, the National Education 
Association, has been cited, I think by the Reece committee in the 
House ? 

Mr. Sueparpson. No, sir. I am not. 

Senator Bennetr. The National Education Association ? 

Senator Dovenas. Yes. 

Senator Bennett. Cited by what? 

Senator Doveias. Cited by the Reece committee in its recent report. 
I think that is true. 

Senator Bennett. I did not get the word “Reece.” 

Senator Dovatas. Carroll Reece, of Tennessee. 

But you have not participated in the formulation of policies ? 

Mr. Sueparpson,. I have never attended meetings. 

Senator Dovuetas. You have merely been a member along with many 
other hundreds and thousands of loyal and innocent Americans. 

Dean Shepardson, do you feel that agriculture has any special stake 
in Federal Reserve matters ? 

Mr. Suerarpson. I do not know that I would say they have a special 
stake. 

Senator Dovcias. Do you think it has any stake ? 

Mr. Sueparpson. Very definitely. 

Senator Doveias. In what ways can Federal Reserve policy affect 
farming ? 

Mr. Sueparpson. The fact that the Federal Reserve policy has an 
influence on matters of credit. Credit is a very vital thing in agricul- 
ture and is becoming a much more vital thing as agriculture mechanizes 
and industrializes and increases its capital investment. 

Senator Doveias. Do you remember the depression of 1920-21? 

Mr. Sueparpson. Yes, sir. 

Senator Dovetas. Do you think the raising of the rediscount rate by 
the Federal Reserve Board in the spring of 1920 played a part in the 
farm depression which started shortly thereafter / 

Mr. Suerarpson. I think it might have had some effect. I think 
that was not the only effect. 

Senator Doveras. So that a tightening of credit may affect farming 
adversely ? 

Mr. Sueparpson. Yes, sir. 

Senator Doveias. Do you have any feeling about the present farm 
situation? Is it satisfactory, or less than satisfactory, or unsatis- 
factory ? 

Mr. Sueparpson. I would not say it is entirely satisfactory. 

Senator Doue.as. In what ways is it not? 

Mr. Sueparpson. However, I think it is improving. I think insome 
areas it is. 

Senator Doveras. Do you know what the so-called parity ratio is 
for the last quotation ? 

Mr. Sueparpson. I believe at the present time it is somewhere in 
the neighborhood of 85 to 87. 
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Senator Doueias. Eighty-six. Do you think that is a satisfactory 
ratio? 

Mr. Sueparpson. No, I do not think so. 

Senator Doueias. In what way? Too high ? 

Mr. Sueparpson. I think certainly we would hope we could attain 
a full ratio. 

Senator Doveias. One hundred percent. 

Mr. Sueparpson. I do not think that can be done by fiat necessarily. 

Senator Doveras. Do you think the Federal Reserve Board should 
help close that gap ? 

Mr. Suerarpson. I do not believe at the present time the matter of 
credit is particularly the determining factor. 

Senator Doveias. What do you regard as the determining factor ? 

Mr. Suxeparpson. There are two things. In the first place, we have 
had very extensive drought conditions in many parts of the country, 
which has been a big thing. The second thing is, we have developed 
productive capacity ‘further and faster than we have de veloped effec- 
tive consumptive outlet. 

Senator Dovexas. That brings me to another point. Is it important 
to have relatively full employment and high real purchasing power 
for the industrial population if farming is to prosper ? 

Mr. Sueparpson. Definitely so. It becomes increasingly so as the 
proportion of rural and urban population continues to shift. 

Senator Dovexas. So that if you have widespread unemployment 
in the cities then the demand for farm products will decrease ? 

Mr. Sueparpson. Definitely. 

Senator Doveras. And this will be particularly true in the case of 
dairy products and meat. Is that not true? 

Mr, Sueparpson. Yes. 

Senator Dovueias. That leads me to my final question. You said 
you believed the Federal Reserve System should try to stabilize prices, 
which I heartily agree with. Are you acquainted with the so- -called 
Full Employment Act of 1946? 

Mr. Sueparpson. No, sir. I am not. I have heard of it. 

Senator Doveras. I think you ought to read that too. 

Mr. Sueparpson. I cannot say I am familiar. 

Senator Doveras. That pledges the Government to use methods to 
maintain maximum employment. Do you think this is a responsibility 
of the Federal Reserve Board ? 

Mr. Sueparpson. No, I do not think so. 

Senator Doveias. You do not think so? 

Mr. SuHeparpson. I do not. 

Senator Doveras. It is declared to be the policy of the Government 
to maintain maximum employment and production. 

Mr. Sueparpson. I understand that. 

Senator Doveras. And the Federal Reserve Board is not a private 
agency. It is a governmental body. 

Mr. SHEParpson. My answer, sir, is predicated on perhaps lack of 
information. 

Senator Doveras. I understand. 

Mr. Sueparpson. But with my information I do not see exactly how 
the Federal Reserve Board as such could do it. 
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Senator Doveras. May I ask this: That you study this matter and 
send a letter stating your point of view on this matter within, let us 
say, a month. 

Mr. Sueparpson. Yes, sir. 

Senator Doucias. Certainly it is true that the Federal Reserve 
Board is a governmental agency. 

Mr. SHerarpson. I realize that, sir. 

Senator Doveias. Do we have a copy of our Full Employment Act 
here? I sent for the statute, so we will not be talking from recollec- 
tion. 

Mr. Marrrn. I can quote it to you. 

The Congress hereby declares that it is the continuing policy and responsibility 
of the Federal Government to use all practicable means consistent with * * * 


and so on, and so on; and I will not go through that— 


* * * and to coordinate and utilize all of the functions, resources, and plans of 
the Government to maintain maximum production, employment, and purchasing 
power. 

Senator Doveias. Good. I will give you an A. 

Now assuming that the Chairman quoted this correctly—and it coin- 
cides with my memory, although I am not as precise as he ts in this 
matter—would you say now it is no function of the Federal Reserve 
Board to assist / 

Mr. Suerarpson. I would say it is the function of the Board to assist 
in promoting an established policy of the Government in any proper 
Way. 

Senator Doveas. Is it not declared to be the policy of the Govern- 
ment to maintain maximum production and employment and purchas- 
ing power ¢ 

Mr. Surparpson. Yes, sir. 

Senator Doveras. Therefore is it not a function of the Federal 
Reserve Board ? 

Mr. Surrarpson. It is a function. My answer was based on this: I 
was not aware of the way in which the Board could affect full employ- 
ment except through its credit functions. 

Senator Doveras. That is just the point. 

Now then, suppose you have an appreciable amount of underemploy- 
ment and a considerable volume of unemployment and others working 
part time. Would you say what the policy of the Board should be 
under those circumstances? Should it make credit easy, or relatively 
easy, in order that business may be able to expand ? 

Mr. Sueparpson. That would seem to be the trend that should be 
taken. Yes, sir. In the case of unemployment, certainly. You are 
going to look for 

Senator Dovetas. Suppose someone says—and let us suppose the 
very able gentleman at your left says dspite the fact that prices have 
not increased they may increase in the future and therefore in order to 
maintain price stability we should not expand credit and should not 
buy Governments in the market. Or suppose the Secretary of the 
Treasury should say that. Not that the price level has increased, but 
that it may increase; even though you face unemployment and under- 
employment. What should the Board do under those circumstances ? 
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Mr. Sueparpson. I think then it becomes a matter of judgment, sir, 
as to how fast moves should be made. I think that would have to be 
determined by a study of the situation at the time. 

Senator Doveas. I would say that is an excellent hedging reply. 
However, I mean bankers tend to think of price stability ; and it is well 
that they do. But there is also a problem of unemployment and under- 
employment of resources. Bankers sometimes do not think of that. I 
notice sometimes when your colleagues get down in that beautiful 
modernistic building, insulated form the hardships of the world, that 
they tend to forget those two. The problem is a proper balance be- 
tween the two. 

Mr. Sueparpson. I think that is definitely true, and I would say 
again I think it can be only answered at the time in the light of the 
best judgment and knowledge of the particular situation. 

Senator Doveras. Up until the time you found out what the text of 
the so-called Full Employment Act was, your off-the-cuff reaction was 
that the Federal Reserve Board should not have as its function the 
maintenance of substantial full employment or maximum employment. 

Mr. Suerarpson. It was not that I did not think it had that function. 
I was not aware of how it would affect it other than through its credit 
function. 

Senator Doveias. Of course, that is correct. Credit is a very 
powerful factor. 

Mr. Suerarpson. It isa function. Yes, sir. 

Senator Dovue.as. It is a very powerful factor. 

Mr. Marttn. May I interject that we are not forgetting this? 

Senator Dovue.as. Surely. I was hoping I could draw you into this 
exchange. 

Mr. Martin. We are not forgetting or overlooking this problem at 
all in our marble halls at the moment. 

Senator Dovucias. Mr. Shepardson, although I perhaps should not 
be immodest in this, I once served as chairman of the Subcommittee 
on Monetary Credit and Fiscal Policy, and we produced a report. If 
you will pardon the authorship, I would suggest that this might be 
interesting reading for you. 

Mr. Sueparpson. Thank you, sir. 

Senator Doverias. Which do you think is more important? Sta- 
bility of prices or maximum employment? I may say wise men have 
quarreled over this for a long time, but this is going to be one of the 
most difficult problems you have to deal with. I think it is well before 
you finally take the veil that you see we are concerned about these is- 
sues too. 

Mr. Sueprarpson. Mr. Chairman, I think you have two conditions 
there that are very closely related. To say which one is the more im- 
portant—I think that basically employment is going to have an effect 
on prices; perhaps much more than prices have on employment. 

Senator Doveias. You mean if there is full employment there will 
be inflationary pressures to drive prices up ? 

Mr. Sueparpson. I would not say necessarily inflationary. If 
I understand the inflationary pressure, it is one where demand exceeds 
potential supply. 

Senator Doveras. I would say the definition of inflation is a rise in 
the general price level. 
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Mr. Sueparpson. Yes. That is true. 

Senator Doueias. Whatever the cause may be. 

Mr. Suerarpson. But at any level the upward pressure will be ex- 
erted when demand exceeds supply. 

Senator Dovucias. That is an inexact term because neither one is 
an absolute. 

Mr. Sueparpson. That is true. 

Senator Dovexas. Is it possible, do you think, to reconcile or to 
have both these conflicting things; that is, to have both stability of 
prices and substantially full employ ment ? 

Mr. Sueparpson. Mr. Chairman, I am not sure that we can or should 
have absolute stability. 

Senator Doveias. Oh, no. Relative stability within a couple of 
percent. 

Mr. Sueparpson. Yes. 

Senator Dove.as. Within a couple of percent. 

Mr. Sueparpson. Relative stability. Yes. 

Senator Douetas. Do you think it is possible to combine these two? 

Mr. Sueparpson. I thinkso. Yes. 

Senator Doveras. Has it ever occurred? Did it not occur in the 21 
months between March of 1951 and December of 1952? There was 
substantially full employment during that time. 

Mr. Sverarpson. That is true. 

Senator Doveras. While the wholesale price level was falling the 
consumer price index was rising slightly and the average of the two 
was stable. 

Mr. Sueparpson. Fairly well so. 

Senator Doveras. And for 21 months this policy was followed out. 
I think the Federal Reserve Board during that time did an excellent 
job, but something happened in Nov ember 1952 and in December 1952 
when the Federal Reserve Board started contracting credit, although 
prices were still stable. 

Mr. Martin. May I make a statement there ? 

Senator Doveias. Mr. Martin, do you want to make a statement ? 

Mr. Martin. Yes. You and I have discussed this a good many times. 
Stability of prices and high levels of employment at precise times are 
relative things. It is a matter of timing and fluidity and it is my judg- 
ment that you do not produce employment that will be sustained 
through inflationary devices, and that, therefore, what you are seek- 
ing is a balance in this timing and judgment. At times the Federal 
Reserve has not been as excellent as it might be, but that is what we 
are seeking all the time—this golden mean. 

Senator Dovexas. I submit that the facts show that you have tight- 
ened credit by diminishing bank reserves by approximately $800 mil- 
lion in a space of a few months, and hence diminishing lending capac- 
ity of the banks at a time when the price level had been steady; and 
those two things showed a fear of inflation at a time when there was 
no immediate prospect of it. 

I wanted to get you acquainted with some of the disputes which are 
going on, Mr. Shepardson, so that you will not be entirely unfamiliar 
with them. 

Mr. Martin. The tightening of credit during that period is also re- 
lated to the return flow of ¢ urrency. Again it is a matter of ramifica- 
tions and a fine line of judgment as you have expressed it. 
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Senator Dovexas. Of course, there is a virtual confession of error on 
the part of both the Treasury and the Federal Reserve Board in the 
pring when, after the tightening effects on the credit began to be seen, 
seat is, the adverse effects, the credit was again eased. 

Well, Mr. Shepardson, you have need had a very interesting time 
and it will bea very fine experience 

Mr. SuHeparpson. I might say, Mr. Chairman, that I have ap- 
proached this thing with a full realization that there is a tremendous 
amount to be studied and and learned. My experience was not one that 
would have led me to have anticipated such a thing. I am deeply 
honored at the suggestion that I might serve in this capacity, and no 
one knows better than I the amount that I have to learn about it. 

Senator Dove.as. Well, that is a very humble and a very fine atti- 
tude. Afterward I would like to block out a little reading course for 
you, but it would be impertinent for me to do this for the record, and I 
will not do so. However, I will be very glad to send you down a list 
of books and pamphlets that I think every member of the Federal 
Reserve Board should be aware of. 

Mr. Marrtrn. I would like to have the list also. 

Senator Frear. I believe the Board of Governors is probably going 
to give him a little reading too. 

Mr. Sueparpson. I have been fully aware I will have quite a job 
of reading things. 

Mr. Marrttn. I hope I can have a copy of the list also. 

Senator Doveras. And I would like your suggestions also. 

I have no more questions. Senator Frear? 

Senator Frear. No. 

Senator Dovexas. Senator Bennett? 

Senator Bennett. No. 

Senator Doveras. Thank you very much. 

(Whereupon, at 11:20 a. m. the subcommittee adjourned.) 











